
  SUBJECT: NON-PROMPT PAYMENT PENALTIES DATE ISSUED: MAY 28, 1997

  REFERENCES: GOVERNMENT CODE SECTION 926.19 SUPERSEDES:

TO: Agency Secretaries
Department Directors
Departmental Budget Officers
Departmental Accounting Officers
Department of Finance Budget Staff

FROM: DEPARTMENT OF FINANCE

Recent legislation (Chapter 941, Statutes of 1996) added Section 926.19 to the Government
Code (GC) which provides that any state department that fails to pay a person an undisputed
payment or refund within 30 days shall be liable for interest on the undisputed amounts.

Earlier statutes (GC Section 926.15 and 926.17) provide for penalties for late payment if a state
department fails to pay invoices for goods and services timely pursuant to a contract or
purchase agreement or amounts due to a small or minority business.

GC Section 926.19 provides for payment of penalties for late payment of all other payments or
refunds not covered under GC Section 926.15 or 926.17 with the following exemptions:

• Payments, refunds, or credits for income tax purposes.
• Payment of claims for reimbursement for health care services or mental health

services provided under the Medi-Cal program.
• Any payment pursuant to a public social service or public health program to a

recipient of benefits under that program.
• Payments made on claims by the State Board of Control.
• Payments made by the Commission on State Mandates.
• Payments made by the Department of Personnel Administration pursuant to GC

Section 19823.
• Intentional overpayments made solely for the purpose of receiving interest.
• Payments or refunds that are the result of a federally mandated program that is

directly dependent on the receipt of federal funds.
• Penalties that accrue during a period in which there is no Budget Act in effect.
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Interest penalties will accrue at the rate of one percent below the Pooled Money Investment
Account (PMIA) earning rate for the previous year.  Penalties will begin to accrue on the 31st day
after the  department provides notice to the person that a payment or refund is owed or after the
department receives notice from the person that an undisputed payment or refund is due.
Interest will cease to accrue on the date full payment or refund is made.

The PMIA rate is published annually in a Management Memo, which is published for the
purpose of calculating the penalties for prompt payment of goods and services received at the
rate of one percent above the PMIA rate.  The PMIA rate for the current year calculations was
previously published in Management Memo 96-21.  Future Management Memos will include the
calculation for both types of penalties.

The calculation for the 1996/97 fiscal year penalties under GC 926.19 is as follows:

PMIA Rate (Annualized)  = 5.705%
Less 1% = 1.000%
Adjusted Rate = 4.705%

Adjusted Rate 4.705%
Calendar Days 365 =  .01289 rate per day

.01289
100 X Amount Due  X  # of Days

The following is a summary of the late payment penalty rates:

Payments Made To Penalty Rate

Small or Minority Business ¼ of 1% per day

Vendor for Goods or Services 1% above the PMIA rate
Received pursuant to a contract
or purchase agreement

Individuals for refunds or other 1% below the PMIA rate
types of payments

If a department fails to make a payment or refund because of a dispute between the department
and the person to whom the payment is owed, the department must notify the person within 15
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days from the date the department received notice from the person that the payment or refund
is due.  After the dispute has been settled by mutual agreement, arbitration, or court decision,
the department has 30 days from the settlement date in which to make payment without
incurring interest penalties.

Should a department incur penalties in excess of $1,000 aggregately in a fiscal year, the head
of that department shall submit a written report to the Legislature within 60 days following the
end of the fiscal year.  This report shall include the actions taken to correct the problem which
caused interest to be paid and any recommendations to avoid a recurrence of the problem,
including recommendations regarding statutory changes, if appropriate.

If a department receives a request for which it is not responsible for payment or if the request is
the joint responsibility of more than one department and neither department has the authority to
process the request, the request shall be submitted to the State Controller’s Office ( SCO) within
15 days from the date the request was received.  Interest penalties will begin to accrue 16 days
from the date the request is forwarded to the SCO and will cease to accrue on the date full
payment is made.

Should you have any questions, please contact Linda Fulcher at (916) 445-3434, extension
2141, or Calnet 485-3434, extension 2141.

DENNIS HORDYK
Assistant Director
Department of Finance
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